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  Investor confidence is one of the branches of Behavioral Finance Theory which is 
now deeply plumbed in academic world with its popularity. Chinese emerging capital 
market has showed a long bullish and short bearish periodic cycle in the past 20 years, 
leading to dispirited confidence of outside investors which harmfully destroys its 
prosperous development vice versa, thus how to enhance investors confidence is a key 
point to foster capital market blossom. 
  In recent years, the growing economic dealings between public companies are 
boosted dramatically with the rapid development of economy in China, during which 
the disputes or conflicts of interest are inevitable because both sides run for a maximum 
benefit. Lawsuit is now becoming a norm to address those issues following Chinese 
gradually improved degree of legal system. However the huge amount of lawsuit cost , 
no matter at the period it begins to response to a lawsuit , the period during which it is 
limited on some aspects as how to deposit money, or the period to undertake an 
enormous compensation if it fail the lawsuit, is giving a rise to larger and larger 
financial and operational risk to a public company’s prospect1which diminish share 
holders’ equity eventually. Hence, lawsuit significantly affects the interest and 
confidence of investors. 
  Although it is easy to theoretically understand the negative relation between investor 
confidence and lawsuits, there exists few quantitative analysis or empirical evidences 
so far. The extent of influence the information disclosure of a lawsuit has on investor 
confidence and their function logic are worthy of deep research. Thus we collect and 
then sort data that relate to lawsuit of all a share listed firms in Chinese Shanghai & 
Shenzhen stock exchange from the year 2012 to 2015 to refine the measurement of 
lawsuit risk via weather it is disclosed, the time period when it is disclosed and its 
severity degree. Besides we add institutional environment as a intermediate variable, to 
make a rather detailed analysis about the relationship between the investor confidence 
and those variables. 














which is much more significant for private listed firms. The lawsuit in a certain 
accounting year more negatively influence investors confidence that year when we 
compare the time period the lawsuit happened. This impairment on investor confidence 
is more obvious when a listed company acted as a defendant rather than plaintiff when 
its legal status in a lawsuit is examined. And we also find that the institutional 
environment is very important, in a better legal administration region, the investor 
confidence will be affected more sever in respond to a lawsuit. 
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